MEMO

To: Economic Outlook and Revenue Assessment Committee
Cc:
From: Bob Fick, Department of Labor

Date: 1/4/08

Re: Unemployment Insurance

Members of the committee inquired about the impact on the Unemployment Insurance Trust Fund and the
employer tax rate of unemployment hitting 5 percent.

The following is an analysis of what would happen if the state were hit today by the same kind of slowdown
that hit in 2001-2002. The unemployment rate at that point was between 5 percent and 5.5 percent.

Adjusted for today’s economy, a similar slowdown now would hit the fund with over $250 million a year in
claims during the two toughest years. The fund would have the $312 million balance to start with but only about
$110 million in tax receipts the first year under the record low base tax rate the current formula is setting. That
rate of less than 1 percent would jump to around 2.5 percent in the second year as the trust fund balance plunges
to around $170 million. That increase would generate enough revenue to essentially match benefits paid in the
second year but not restore the fund balance. The rate would stay above 2 percent for several more years until
the balance is restored.

A severe recession like the one in 1982-1983 or a more moderate one like 1985-1986 would break the fund. A
severe recession now would put the fund $418 million in the red, a more moderate results in $108 million in red
ink.

The formula would again trigger a dramatic tax rate increase approaching the maximum base rate of 3.36
percent to begin replenishing the fund. But it would not raise enough money quickly enough to avoid running a
deficit. Since unemployment benefits are mandated, the state would have to borrow from the federal
government to meet its obligations. Based on Idaho’s experience, it is likely any borrowing would occur in
March. If that loan, taken out in 2009 for example, were not repaid in full with interest by the beginning of
2011, Idaho employers would begin losing the Federal Unemployment Insurance Tax credit in addition to
paying state taxes at the maximum base rate. Currently the federal tax is 6.2 percent of the first $7,000 paid to
each employee, or $434 per employee. But Idaho employers only have to pay $56 per employee because the rest
is credited to the state tax payments. In a loan situation, the amount owed the federal government would
increase to begin paying off the loan by $21 an employee initially, $42 an employee the next year, $63 the year
after and so on until the entire $434 per worker is paid to the federal government. At the same time, employers
would still be paying a tax to the state to rebuild the fund and cover existing unemployment claims.

When the New York trust fund went broke in the 1990s, that state’s employers were hit with an extended 33
percent increase in their taxes to right the trust.
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